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expected service during the life of tan-
gible capital assets. Maintenance is the
regularly recurring activity of keeping
assets in normal or expected operating
condition while repair is the activity of
putting them back into such condition.

(4) Tangible capital asset means an
asset that has physical substance,
more than minimal value, and is ex-
pected to be held by an enterprise for
continued use or possession beyond the
current accounting period for the serv-
ice it yields.

(b) The following modifications of
terms defined elsewhere in this chapter
99 are applicable to this Standard:
None.

9904.404–40 Fundamental require-
ment.

(a) The acquisition cost of tangible
capital assets shall be capitalized. Cap-
italization shall be based upon a writ-
ten policy that is reasonable and con-
sistently applied.

(b) The contractor’s policy shall des-
ignate economic and physical charac-
teristics for capitalization of tangible
assets.

(1) The contractor’s policy shall des-
ignate a minimum service life cri-
terion, which shall not exceed 2 years,
but which may be a shorter period. The
policy shall also designate a minimum
acquisition cost criterion which shall
not exceed $5,000, but which may be a
smaller amount.

(2) The contractor’s policy may des-
ignate other specific characteristics
which are pertinent to his capitaliza-
tion policy decisions (e.g., class of
asset, physical size, identifiability and
controllability, the extent of integra-
tion or independence of constituent
units).

(3) The contractor’s policy shall pro-
vide for identification of asset account-
ability units to the maximum extent
practical.

(4) The contractor’s policy may des-
ignate higher minimum dollar limita-
tions for original complement of low
cost equipment and for betterments
and improvements than the limitation
established in accordance with para-
graph (b)(1) of this subsection, provided
such higher limitations are reasonable
in the contractor’s circumstances.

(c) Tangible assets shall be capital-
ized when both of the criteria in the
contractor’s policy as required in para-
graph (b)(1) of this subsection are met,
except that assets described in sub-
paragraph (b)(4) of this subsection shall
be capitalized in accordance with the
criteria established in accordance with
that paragraph.

(d) Costs incurred subsequent to the
acquisition of a tangible capital asset
which result in extending the life or in-
creasing the productivity of that asset
(e.g., betterments and improvements)
and which meet the contractor’s estab-
lished criteria for capitalization shall
be capitalized with appropriate ac-
counting for replaced asset account-
ability units. However, costs incurred
for repairs and maintenace to a tan-
gible capital asset which either restore
the asset to, or maintain it at, its nor-
mal or expected service life or produc-
tion capacity shall be treated as costs
of the current period.

[57 FR 14153, Apr. 17, 1992, as amended at 61
FR 5522, Feb. 13, 1996]

9904.404–50 Techniques for applica-
tion.

(a) The cost to acquire a tangible
capital asset includes the purchase
price of the asset and costs necessary
to prepare the asset for use.

(1) The purchase price of an asset
shall be adjusted to the extent prac-
tical by premiums and extra charges
paid or discounts and credits received
which properly reflect an adjustment
in the purchase price.

(i) Purchase price is the consider-
ation given in exchange for an asset
and is determined by cash paid, or to
the extent payment is not made in
cash, in an amount equivalent to what
would be the cash price basis. Where
this amount is not available, the pur-
chase price is determined by the cur-
rent value of the consideration given in
exchange for the asset. For example,
current value for a credit instrument is
the amount immediately required to
settle the obligation or the amount of
money which might have been raised
directly through the use of the same
instrument employed in making the
credit purchase. The current value of
an equity security is its market value.
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